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AGENDA ITEM 5  
 
 
TO: MEMBERS OF THE HEALTH BENEFITS COMMITTEE 
 
 
I. SUBJECT:   Proposed Contract Extension for Health Care Decision 

Support System Third Party Administrator 
 
II. PROGRAM:  Health Benefits 
 
III. RECOMMENDATION:   Staff recommends that the Board extend the current 

Medstat contract for an additional two years.   
 
IV. ANALYSIS:   

Background 

Since September 2002, CalPERS has contracted with Medstat to build and maintain its 
Health Care Decision Support System, also known as the HCDSS.  The contract is due 
to expire on June 30, 2007.   
 
Creation of the HCDSS was a direct result of escalating healthcare costs and the need 
for CalPERS to have access to health claims data for use in its rate negotiations.  In 
2001, CalPERS staff developed a Feasibility Study Report addressing this need, and 
obtained project approval from the Department of Finance.  In 2002, CalPERS staff 
issued a Request for Proposal and conducted the bid process, awarding the contract to 
Medstat.  During 2003, CalPERS worked with Medstat to obtain data from our health 
plans and build the HCDSS.  On January 1, 2004, the HCDSS came on-line.  We have 
used the HCDSS to negotiate our health premium rates for the 2005 and 2006 
coverage years, and to provide health data analyses supporting major health benefit 
decisions.   
 
Value of HCDSS 
 
The HCDSS has enabled CalPERS to conduct data-driven rate negotiations in our 
2005 and 2006 health premium rate negotiations.  In addition, the HCDSS allowed 
CalPERS to successfully execute several key projects: regional pricing for contracting  
agencies, an analysis of the Pharmacy Carve-out option, development of the recent 
Pharmacy Benefits Manager RFP, and calculation of the Medicare Part D subsidy.   
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Need for Extension 
 
There are five crucial issues that currently impact the HCDSS: 
 
1. Kaiser is changing from a “community-rated” approach to National Pricing, which 

means that Kaiser will use the same fee schedule nationwide for all clients.  We 
expect major format and content changes to Kaiser’s data supply.  We must work 
closely with Kaiser to develop reliable methods to test and to validate the new data, 
and to integrate everything into the HCDSS. 

 
2. The California Correctional Peace Officers’ Association (CCPOA) will use Blue 

Shield as its HMO carrier in 2006.  At our request, CCPOA will now fully participate 
and furnish data to the HCDSS.  This means that the HCDSS will add 23,000 Total 
Covered Lives to the system.  We are coordinating with CCPOA and Blue Shield to 
smoothly “bring them in.” 

 
3. Over the next year, CalPERS staff will work to implement, validate and reconcile the 

subsidy payments under Medicare Part D.  The correct configuration of the HCDSS 
is critical for us to achieve success on behalf of the state and 1,100 contracting  
agencies.   

 
4. The HCDSS has only been on-line for two years.  Staff is still exploring its 

capabilities and adding to our knowledge.  The extension will enable us to more 
accurately assess our data needs, write a better RFP and fully evaluate potential 
vendors.   

 
5. Conducting the RFP for the HCDSS contract will be time-consuming and will involve 

staff already working on the issues noted.  The process for a formal procurement 
will take two years, including transition time from vendor to vendor if we award the 
contract to a new vendor.        

 
An extension of the Medstat contract will enable CalPERS to concentrate our limited 
resources on Issues 1-4 and, as a result, develop a more effective contract to manage 
the HCDSS. 
 
Current Board Policy   
 
Board of Administration Resolutions No. 92-04B-1 and 92-04B-4 discuss the duration of 
contracts: 
 

No. 92-04B-1 states, “The duration of PERS’ contracts shall be no more than five 
years, except when the Board has made an affirmative decision that a longer term is 
necessary to fulfill the Board’s duty to serve the interests of System members and 
beneficiaries, including the interest in defraying administrative expenses (see 
Resolution No. 92-04B-4).” 
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No. 92-04B-4 cites two factors for the Board to permit a contract for more than a five 
year term: 

 
1. “The impact of a longer term upon the System’s interests in obtaining quality 

services at a reasonable cost.” 
 

2. “The System’s ability to monitor the performance of contractors with lengthy 
terms, and to take corrective action (including expeditious termination of the 
contract) if necessary to fulfill the Board’s fiduciary duties.” 

 
Our recommendation to extend the Medstat contract serves the interests of CalPERS 
members.  Furthermore, Medstat has committed in writing to maintain the current 
annual amount for the contract.  Finally, CalPERS staff works continuously with 
Medstat to ensure that the HCDSS contains timely and accurate data, and that the 
system continues to meet the original project objectives. 
  

V. STRATEGIC PLAN:   
 

This item supports Health Goal X: “Develop and administer quality, sustainable health 
benefit programs that are responsive to and valued by enrollees and employers.” 

 
VI. RESULTS/COSTS:   
 

Medstat will extend the HCDSS contract at the current annual amount.  
 
 
Staff is available to respond to questions. 
 
 
 
 
 
       
 Sandra Felderstein, Chief  
 Office of Decision and Program Support Services 
 
 
 
       
Terri Westbrook 
Assistant Executive Officer 
Health Benefits 
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